
REPORT OF THE COMMITTEE ON EXECUTIVE MATTERS
RomyM. Cachola,Chair; Ann H. Kobayashi,Vice-Chair; ToddK. Apo, DonovanM. DelaCruz,

CharlesK. Djou,NestorR. Garcia,BarbaraMarshall, GaryH. Okino, RodTam,Members

Committee Meeting Held
January 13, 2005

Honorable Donovan M. Dela Cruz
Chair, City Council
City and County of Honolulu

Mr. Chair:

Your Committee on Executive Matters, to which was referred Resolution 05-009,
entitled:

“RESOLUTION APPROVING FOR INCLUSION IN THE 2005 HSAC LEGISLATIVE
PACKAGE A PROPOSAL TO EXPRESSLY IMPOSE THE PUBLIC SERVICE
COMPANY TAX ON THE GROSS INCOME OF A PRIVATE SEWER COMPANY
OR PRIVATE SEWER FACILITY,”

reports as follows:

The purpose of this Resolution is to approve for inclusion in the 2005 HSAC
Legislative Package a proposal to expressly impose the public service company tax on the
gross income of a private sewer company or private sewer facility.

STATE PUBLIC SERVICE COMPANY TAX

Chapter 239, HRS, imposes the State public service company tax on the gross
income of each public utility. The rate of the tax is dependent upon two alternative
situations.
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One alternative allows a county to receive a portion of the public service company
tax revenues if the county provides a real property tax exemption for each public utility
operating within the boundaries of the county. Under this alternative, the public service
company tax is imposed at a rate of between 5.885 and 8.2 percent on the gross income
of the public utility. The exact rate is determined by a formula set under State law, but
most public utilities are subject to the 5.885 percent rate. The proceeds from the tax are
distributed as follows:

(1) The portion representing a four percent rate is distributed to the State as a
substitute for the general excise tax; and

(2) The portion in excess of the four percent rate is distributed to the county as a
substitute for the real property tax.

TAX APPEAL COURT DECISION CONCERNING APPLICABILITY OF THE PUBLIC
SERVICE COMPANY TAX ON A PRIVATE SEWER COMPANY

The City exempts the real property of a public utility from the real property tax.
Thus, each public utility pays the public service company tax under the previously
discussed scenario, and the City receives a share of the revenues.

In October 2001, however, the State Department of Taxation sent to a private sewer
company operating in Honolulu a notice of assessment for public service company taxes
from 1993 to 2000. The Department felt that the company had to pay the public service
company tax because a private sewer company is defined as a “public utility” under State
law. The private sewer company disputed the assessment, and the matter proceeded to
the Tax Appeal Court.
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In Communication M-5 (2005), the State Director of Taxation has informed the
Council that a Tax Appeal Court decision reached in August 2004 found that a private
sewer company is not subject to the public service company tax. The decision was based
on the fact that the definition of “gross income” under Chapter 239, HRS, did not
specifically include the gross income from the operation of a private sewer company. See
In the Matter of the Tax Appeal of Director of Taxation, State of Hawaii v. Laie Treatment
Works, Inc., Tax Appeal Court, Case No. 02-0067.

The Director also indicated that the Council may wish to consider proposing State
legislation to expressly impose the public service company tax on a private sewer
company.

TESTMONY

A representative of the State Department of Taxation appeared before your
Committee and commented on this Resolution. The representative indicated that,
because of the court decision, they will not receive a portion of the public service company
tax from private sewer companies until appropriate State legislation supersedes the court
decision.

COMMITTEE FINDINGS AND ACTION

Your Committee finds that the Director of Taxation’s suggestion is a good one.
Your Committee finds that the public service company tax should be imposed on a private
sewer company. Your Committee believes that there are administrative and, possibly,
fiscal advantages to doing so.

CITY COUNCIL
CITY AND COUNTY OF HONOLULU

HONOLULU, HAWAII

ADOPTED ON COMMITTEE REPORT NO. 36



REPORT OF THE COMMITTEE ON EXECUTIVE MATTERS
RomyM. Cachola,Chair; Ann H. Kobayashi,Vice-Chair; ToddK. Apo, DonovanM. DelaCruz,

CharlesK. Djou, NestorR. Garcia,BarbaraMarshall, GaryH. Okino, RodTam,Members

Committee Meeting Held
January 13, 2005
Page 4

Your Committee on Executive Matters, by the 7 to I vote of members present
(Cachola, Apo, Garcia, Kobayashi, Marshall, Okino, and Tam voted aye; Djou voted no,
and Dela Cruz was excused), is in accord with the intent and purpose of Resolution 05-009
and recommends that it be considered for adoption.
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Respectfully submitted,

Chair
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